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UNITED STATES DISTRICT COURT 
WESTERN DISTRICT OF WASHINGTON 
AT SEATTLE 


UNITED STATES OF AMERICA, 

NO. 

Plaintiff, 



Complaint 

V. 


LINDA WEBB, 


Defendant. 



Plaintiff United States of Ameriea, on behalf of its ageney, the United 
States Department of Edueation (Edueation), alleges the following in support of 
its Complaint against Defendant Linda Webb (Ms. Webb): 

I. Parties and Nature of Action 

1. This is an aetion by the United States to eolleet student loan 
debts from Ms. Webb under Edueation’s William D. Ford Federal Direet Loan 
Program. 20 U.S.C. §§ 1087a-1087j.; 34 C.F.R. Part 685. 

II. Jurisdiction and Venue 

2. This Court has jurisdiction over this action under 28 U.S.C. 

§§ 1331 & 1345. 
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3. Venue is proper in the Western Distriet of Washington under 28 
U.S.C. § 1391 beeause Ms. Webb resides in Longview, Washington. 

III. Facts 

Ms. Webb Received a $5,081.68 Direct Consolidation Loan from the U.S. 

Department of Education and Signed a Promissory Note in 2001 

4. In 2001, Ms. Webb applied for and was granted a Federal Direet 
Consolidation Loan from Edueation under the William D. Ford Federal Direet 
Loan Program (Direet Loan Program) under Title IV, Part D of the Higher 
Edueation Aet of 1965, as amended, 20 U.S.C. 1087a et seq. (34 C.F.R. Part 
685). The Direet Consolidation Loan’s details are more partieularly set out in 
Edueation’s Certifieate of Indebtedness #1 OF 2, attaehed as Exhibit A. 

5. On or about July 18, 2001, Ms. Webb signed a Promissory Note 
(the 2001 Note) by whieh she promised, in exehange for her reeeipt of funds 
from the Direet Loan Program, to repay the Federal Direet Consolidation Loan 
with interest, fees, and Edueation’s eolleetion eosts, ineluding attorney’s fees. 
A true and eorreet eopy of the signature page from the 2001 Note, whieh 
eontains Ms. Webb’s promise to repay the amount borrowed, is attaehed as 
Exhibit B. 

6. Through the Direet Loan Program, Edueation disbursed to Ms. 
Webb $5,081.68 on or about August 24, 2001, at 6.875 pereent interest per 
annum. 

// 

// 

// 
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Ms. Webb Received a $31,480.75 Direct Consolidation Loan from the U.S. 

Department of Education and Signed a Promissory Note in 2004 

7. In 2004, Ms. Webb applied for and was granted a Federal Direet 
Consolidation Loan from Edueation under the Direet Loan Program under 
Title IV, Part D of the Higher Edueation Aet of 1965, as amended, 20 U.S.C. 
1087a et seq. (34 C.F.R. Part 685). The Direet Consolidation Loan’s details 
are more partieularly set out in Edueation’s Certifieate of Indebtedness #2 OF 
2, attaehed as Exhibit C. 

8. On or about April 19, 2004, Ms. Webb signed a Promissory Note 
(the 2004 Note) by whieh she promised, in exehange for her reeeipt of funds 
from the Direet Loan Program, to repay the Federal Direet Consolidation Loan 
with interest, fees, and Edueation’s eolleetion eosts, ineluding attorney’s fees. 
A true and eorreet eopy of the signature page from the 2004 Note, whieh 
eontains Ms. Webb’s promise to repay the amount borrowed, is attaehed as 
Exhibit D. 

9. Through the Direet Loan Program, Edueation disbursed to Ms. Webb 
$31,480.75 on or about July 12, 2004, at 4.375% interest per annum. 

Ms. Webb Defaulted on Both Promissory Notes 
and Has Failed to Repay Her Debts to Education 

10. On or about February 9, 2012, Ms. Webb defaulted on the 2001 
Note by failing to make required payments. 

11. Pursuant to 34 C.F.R. § 685.202(b), a total of $2,020.03 in 
unpaid interest was eapitalized and added to the prineipal balanee of the loan 
taken in 2001. Exhibit A; 34 C.F.R. § 685.202(b) (2001) (historie versions of 
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section 685.202 in effect in 2001 and 2004 are attached hereto as Exhibits E 
and F, respectively). 

12. As of September 3, 2019, Ms. Webb owed Education $12,727.34 
under the 2001 Note, comprised of $7,101.71 principal plus $5,625.63 
interest. Additional interest accrues on the principal amount at the daily rate 
of $ 1.34. Exhibit A. 

13. On or about October 8, 2012, Ms. Webb defaulted on the 2004 
Note by failing to make required payments. 

14. Pursuant to 34 C.F.R. § 685.202(b), a total of $3,148.07 in 
unpaid interest was capitalized and added to the principal balance of the loan 
taken in 2004. Exhibit C; 34 C.F.R. § 685.202(b) (2004). 

15. As of September 3, 2019, Ms. Webb owed Education $54,143.07 
on the Federal Direct Consolidation Loan taken in 2004, comprised of 
$34,628.82 principal plus $19,514.25 interest. Additional interest accrues on 
the principal amount at the daily rate of $4.15. Exhibit C. 

16. Under the terms of the William D. Ford Federal Direct Loan 
Program, when Ms. Webb defaulted on the Promissory Notes, her entire 
outstanding principal balance and accrued interest became immediately due 
and payable. 34 C.F.R. § 685.211(d)(1) (2001 and 2004) (historic versions in 
effect in 2001 and 2004 are attached hereto as Exhibits G and H, 
respectively). 

17. Under the terms of the Promissory Notes taken in 2001 and 2004, 
Ms. Webb agreed that, in the event of her default, she would pay Education’s 
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“collection costs including but not limited to attorney’s fees and court costs.” 
Exhibits B & D, respectively. 

Count I - Breach of Contract (2001 Note) 

18. The United States incorporates all foregoing paragraphs of the 
Complaint as if fully restated herein. 

19. Ms. Webb formed a contract with Education when she signed the 
2001 Note by which she promised, in exchange for her receipt of the funds 
from the Direct Loan Program, to repay the Federal Direct Consolidation 
Loans with interest, fees, and Education’s collection costs, including 
attorney’s fees. 

20. Ms. Webb materially breached the 2001 Note by failing to make 
payments on her Federal Direct Consolidation Loan debt taken in 2001 when 
due, and persisted in that failure to make any payments toward the loans on 
or about February 9, 2012. 

21. Ms. Webb’s material breach of the 2001 Note has caused the 
United States to suffer damages in the amount of $12,740.74 as of September 
13, 2019; plus interest on the principal at the rate of $1.34 per day thereafter. 

Count II - Breach of Contract (2004 Note) 

22. The United States incorporates all foregoing paragraphs of the 
Complaint as if fully restated herein. 

23. Ms. Webb formed a contract with Education when she signed the 
2004 Note by which she promised, in exchange for her receipt of the funds 
from the Direct Loan Program, to repay the Federal Direct Consolidation 
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Loans with interest, fees, and Edueation’s eolleetion eosts, ineluding 
attorney’s fees. 

24. Ms. Webb materially breaehed the 2004 Note by faili 

25. ng to make payments on her Federal Direet Consolidation Loan 
debt taken in 2004 when due, and persisted in that failure to make any 
payments toward the loans on or about Oetober 8, 2012. 

26. Ms. Webb’s material breaeh of the 2004 Note has eaused the 
United States to suffer damages in the amount of $54,184.57 as of September 
13, 2019; plus interest on the prineipal at the rate of $4.15 per day thereafter. 

Prayer for Relief 

WHEREFORE, the United States respeetfully requests that the Court 
enter judgment in its favor, as follows: 

a. That Ms. Webb materially breaehed the 2001 and 2004 Notes by 
failing to make required payments; 

b. That, due to Ms. Webb’s material breaeh of the Promissory Notes, 
Ms. Webb is eurrently liable in damages to the United States in the amount of 
$66,925.31 as follows: 

• For her material breaeh of the 2001 Note, Ms. Webb owes 
$12,740.74, as of September 13, 2019; plus interest on the 
prineipal at the rate of $1.34 per day from September 14, 2019 
until the judgment date; plus post-judgment interest at the 
statutory rate on and after the judgment date. 
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For her material breaeh of the 2004 Note, Ms. Webb owes 


$54,184.57, as of September 13, 2019; plus interest on the 


prineipal at the rate of $4.15 per day from September 14, 2019 


until the judgment date; plus post-judgment interest at the 


statutory rate on and after the judgment date. 


e. 


That Ms. Webb is liable for Edueation’s eolleetion eosts, ineluding 


reasonable attorney’s fees and litigation eosts; and 


d. All other relief in favor of the United States that the Court deems 


just and proper. 


DATED this 13th day of September 2019. 


Respeetfully submitted, 

BRIAN T. MORAN 
United States Attorney 

s/ Kyle A. Forsyth_ 

KYLE A. FORSYTH, WSBA # 34609 

Assistant United States Attorney 

United States Attorney’s Offiee 

700 Stewart Street, Suite 5220 

Seattle, Washington 98101-1271 

Phone: (206) 553-7970 /Fax: (206) 553-4067 

E-mail: Kyle.Forsvth@usdoi.gov 
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AO 440 (Rev. 06/12) Summons in a Civil Action 


United States District Court 

for the 

Western District of Washington 


UNITED STATES OF AMERICA ’ 

) 

) 

__ ) 

Plaintiff(s) ^ 

V. j Civil Action No. 

LINDA WEBB ) 

) 

) 

__ ) 

Defendant(s) ) 

SUMMONS IN A CIVIL ACTION 


To: (Defendant’s name and address) 

Linda Webb 

102 Clark Creek Road 

Longview, WA 98632 


A lawsuit has been filed against you. 

Within 21 days after service of this su mm ons on you (not counting the day you received it) — or 60 days if you 
are the United States or a United States agency, or an officer or employee of the United States described in Fed. R. Civ. 
P. 12 (a)(2) or (3) — you must serve on the plaintiff an answer to the attached complaint or a motion under Rule 12 of 
the Federal Rules of Civil Procedure. The answer or motion must be served on the plaintiff or plaintiffs attorney, 
whose name and address are: 

BRIAN T. MORAN, United States Attorney for the Western District of Washington 

700 Stewart Street, Suite 5220, Seattle, Washington 98101 

Ph#: (206) 553-7970 - By: Kyle A. Forsyth, Assistant United States Attorney 


If you fail to respond, judgment by default will be entered against you for the relief demanded in the complaint. 
You also must file your answer or motion with the court. 


CLERK OF COURT 


Date: 


Signature of Clerk or Deputy Clerk 
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AO 440 (Rev. 06/12) Summons in a Civil Action (Page 2) 


Civil Action No. 


PROOF OF SERVICE 

(This section should not be filed with the court unless required by Fed. R. Civ. P. 4 (1)) 

This summons for (name of individual and title, if any) 
was received by me on (date) 

□ I personally served the summons on the individual at (place) 

on (date) ; or 

□ I left the summons at the individual’s residence or usual place of abode with (name) 

, a person of suitable age and discretion who resides there, 
on (date) , and mailed a copy to the individual’s last known address; or 

□ I served the summons on (name of individual) , who is 

designated by law to accept service of process on behalf of (name of organization) 

on (date) ; or 

□ I returned the summons unexecuted because ; or 

O Other (specify): 


My fees are $ for travel and $ for services, for a total of $ q.OO 


I declare under penalty of perjury that this information is true. 


Date: _ _ 

Server’s signature 


Printed name and title 


Server’s address 


Additional information regarding attempted service, etc: 


Print 


Save As- 


Reset 






























Case 2:19-cv-01478 Document 1-3 Filed 09/13/19 Page 1 of 1 


U. S. DEPARTMENT OF EDUCATION 
SAN FRANCISCO, CALIFORNIA 

CERTIFICATE OF INDEBTEDNESS #1 OF 2 

LINDA WEBB 
102 CLARK CREEK RD 
LONGVIEW, WA 98632 
Account No. XXXXX7157 

I certify that U.S. Department of Education records show that the BORROWER named above is indebted 
to the United States in the amount stated below plus additional interest from 08/21/2019. 

On or about 07/18/2001, the BORROWER executed a promissory note to secure a Direct Consolidation 
loan from the U.S. Department of Education. This loan was disbursed for $5,081.68 on 08/24/2001 at 
6.875 % interest per annum. The loan was made by the Department under the William D. Ford Federal 
Direct Loan Program under Title IV, Part D of the Higher Education Act of 1965, as amended, 20 U.S.C. 
1087a et seq. (34 C.F.R. Part 685). The Department demanded payment according to the terms of the 
note, and the BORROWER defaulted on the obligation on 02/09/2012. Pursuant to 34 C.F.R. § 
685.202(b), a total of $2,020.03 in unpaid interest was capitalized and added to the principal balance. 

The Department has credited a total of $0.00 in payments from all sources, including Treasury 
Department offsets, if any, to the balance. After application of these payments, the BORROWER now 
owes the United States the following: 

Principal: $ 7,101.71 

Interest: $ 5,625.63 

Total debt as of 08/21/2019: $ 12,727.34 

Interest accrues on the principal shown here at the rate of $ 1.34 per day. 

Pursuant to 28 U.S.C. § 1746(2), I certify under penalty of perjury that the.foregoing is true and correct. 

Executed on: 09/03/22019 __ 

Loan Analyst 
Litigation Support Unit 
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Borrower's Name. 


iDOf 


Borrower's Social Security Number_ 


Carefully read the repayment plan information in “Direct ConsolidaUon Loans” that aocompanies this application and promissory note to 

understand your repayment plan options, Then, complete this section to select your repayment plan. Remember- 

• All student loans must be repaid under the same repayment plan. Parent PLUS loans may be repaid under a different repayment plan. 

* If you select the Income Contingent Repayment Plan, you must complete the "Repayment Plan Selection" and “Income Contingent Repay- 
ment Plan Consent to Disclosure of TaK Information” forms that accompany this application and promissory note. Your selection cannot be 
processed without these forms. 

■ If you want to consolidate a defaulted student loan(s) and you have not made a satisfactory repayment arrangement with your 
current holder(s), you must select the Income Contingent Repayment Plan. 

31. Place an “X" in the box that corresponds to your repayment plan selection for each loan type. Note that Direct PLUS Consolldalion Loans cannot be 
repaid under the Income ConlingenI Repayment Plan. 

Income Contingent . Standard . Extended . Graduated 


STUDENT LCIANS Direct Subsldkedand Unsubsidized ConsolldaSon Loans 


PARENT LOANS Direct PLUS Consolidation Loans 


Promise to Pay: 

I promise to pay to the U.S. Department of Education (ED) all sums 
(hereafter “loan” or “loans”) disbursed under the terms of this 
Promissory Note (note) to discharge my prior loan obligations, plus 
interest, and other fees that may become due as provided in this 
note. If I fail to make payments on this note when due, 1 will also pay 
collection costs Including but not limited to attorney’s fees and court 
costs. If ED accepts my application, I understand that ED will on my 
behalf send funds to the holder(s) of the loan(s) selected for 
consolidation in order to pay off this loan(s). I further understand that 
the amount of this loan will equal the sum of the amount(s) that the 
holder(s) of the loan(s) verified as the payoff balance(s) on that 
loan(s) selected for consolidation. My signature on this note will 
serve as my authorization to pay off the balance(s) of the loan(s) 
selected for consolidation as provided by the holder(s) of such 
loan(s). 

This amount may be more or less than the estimated total balance I 
have Indicated in Section D, Further, I understand that if any 
collection costs are owed on the loans selected for consolidation, 
these costs may be added to the principal balance of the 
consolidation loan. 

I understand that this Is a Promissory Note, I will not sign this note 
before reading it, including the text on the reverse side, even If 1 am 


Not 

lAvanablal 


□ 


□ 


□ : □ 


□ : □ 


advised not to read the note. I am entitled to an exact copy of this 
note and a statement of the Borrower’s Rights and Responsibililies. 
My signature certifies that I have read, understand, and agree, to the 
terms and conditions of this note, including the Borrower Certification 
and Authorization printed on the reverse side and the accompanying 
Borrower's Rights and Responsibilities, 

If consolidating jointly with my spouse, we agree to the same terms 
and conditions contained in the Borrower Cerfification and 
Authorization. In addition, we confirm that we are legally married to 
each other and understand and agree that we are and will continue 
to be held jointly and severally liable for the entire amount of the debt 
represented by the Federal Direct Consolidation Loan without regard 
to the amounts of our individual loan obligations that are 
consolidated and without regard to any change that may occur in our 
marital status. We understand that this means that one of us may be 
required to pay the enOre amount due if the other is unable or 
refuses to pay. We understand that the Federal Direct Consolidation 
Loan we are applying for will be cancelled only if both of us qualify 
for cancellation. We further understand that we may postpone 
repayment of the loan only if we provide ED with written requests 
that confirm Federal Direct Consolidation Loan Program deferment 
or forbearance eligibility for both of us at the same time. 


I UNDERSTAND THAT THIS IS A FEDERAL LOAN THAT I MUST REPAY. 
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U. S. DEPARTMENT OF EDUCATION 
SAN FRANCISCO, CALIFORNIA 


CERTIFICATE OF INDEBTEDNESS #2 OF 2 


LINDA WEBB 


102 CLARK CREEK RD 
LONGVIEW, WA 98632 
Account No. XXXXX7157 


I certify that U.S. Department of Education records show that the BORROWER named above is indebted 
to the United States in the amount stated below plus additional interest from 08/21/2019. 

On or about 04/19/2004, the BORROWER executed a promissory note to secure a Direct Consolidation 
loan from the U.S. Department of Education. This loan was disbursed for $31,480.75 on 07/12/2004 at 
4.375 % interest per annum. The loan was made by the Department under the William D. Ford Federal 
Direct Loan Program under Title IV, Part D of the Higher Education Act of 1965, as amended, 20 U.S.C. 
1087a et seq. (34 C.F.R. Part 685). The Department demanded payment according to the terms of the 
note, and the BORROWER defaulted on the obligation on 10/08/2012. Pursuant to 34 C.F.R. § 
685.202(b), a total of $3,148.07 in unpaid interest was capitalized and added to the principal balance. 

The Department has credited a total of $0.00 in payments from all sources, including Treasury 
Department offsets, if any, to the balance. After application of these payments, the BORROWER now 
owes the United States the following: 

Principal: $ 34,628.82 

Interest: $ 19,514.25 


$54,143.07 


Total debt as of 08/21/2019: 


Interest accrues on the principal shown here at the rate of $4.15 per day. 

Pursuant to 28 U.S.C. § 1746(2), I certify under penalty of perjury that tl ' ' ' and correct. 


Executed on: 09/03/2019 



Loan Analyst 
Litigation Support Unit 
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Promissory Note 


Page 1 of 3 


Borrower's Name: LINDA WEBB 2 3 2004 

Borrower's Social Security Number: 

REPAYMENT PLAN SELECTION 

Carefully read question #5, "What are my repayment plan options?," on the "Frequently Asked Questions" Page to 

understand the repayment plans available to you. Then, complete this section to select your repayment plan, 

Remember-- 

- All student loans must be repaid under the same repayment plan. Parent PLUS loans may be repaid under a different 
repayment plan. 

- If you select the Income Contingent Repayment Plan, you must complete the "Repayment Plan Selection" AND "Income 
Contingent Repayment Plan Consent to Disclosure of Tax Information" forms. Both forms can be downloaded from the 
"Forms and Publications" Page. Your selection cannot be processed without these forms. 

- If you want to consolidate a defaulted student loan(s) and you have not made a satisfactory repayment 
arrangement with your current holder(s), you must select the Income Contingent Repayment Plan. 

Piace an "X" in the box that corresponds to your repayment plan selection for each loan type. Note that Direct PLUS 

Consolidation Loans cannot be repaid under the Income Contingent Repayment Plan. 


STUDENT LOANS 
PARENT LOANS 


Direct Subsidized and Unsubsidized 
Consolidation Loans: 

Direct Plus Consolidation Loans: 


Income 

Contingent 


Standard 


Extended Graduated 


X 

N/A 


PROMISSORY NOTE 


Promise to Pay: 

I promise to pay to the U.S, Department of Education (ED) all sums (hereafter "loan" or "loans") disbursed under the terms of this 
Promissory Note (note) to discharge my prior loan obligations, plus Interest, and other fees that may become due as provided In this note. 
If I fall to make payments on this note when due, I will also pay collection costs Including but not limited to attorney's fees and court costs. 
If ED accepts my application, I understand that ED will on my behalf send funds to the holder(s) of the loan(s) selected for consolidation In 
order to pay off this loan(s). I further understand that the amount of this loan will equal the sum of the amount(s) that the holder(s) of the 
loan(s) verified as the payoff balance(s) on that loan(s) selected for consolidation. My signature on this note will serve as my authorization 
to pay off the balance(s) of the loan(s) selected for consolidation as provided by the holder(s) of such loan(s). 


This amount may be more or less than the estimated total balance I have Indicated In the Loan Information Section. Further, I understand 
that If any collection costs are owed on the loans selected for consolidation, these costs may be added to the principal balance of the 
consolidation loan. 


I understand that this Is a Promissory Note, I will not sign this note before reading It, Including the text on the reverse side, even If I am 
advised not to read the note. I am entitled to an exact copy of this note and a statement of the Borrower's Rights and Responsibilities. My 
signature certifies that I have read, understand, and agree, to the terms and conditions of this note. Including the Borrower Certification 
and Authorization printed on the reverse side and the Borrower's Rights and Responsibilities, 


If consolidating Jointly with my spouse, we agree to the same terms and conditions contained In the Borrower Certification and 
Authorization, In addition, we confirm that we are legally married to each other and understand and agree that we are and will continue to 
be held jointly and severally liable for the entire amount of the debt represented by the Federal Direct Consolidation Loan without regard to 
the amounts of our Individual loan obligations that are consolidated and without regard to any change that may occur In our marital status. 
We understand that this means that one of us may be required to pay the entire amount due If the other Is unable or refuses to pay. We 
understand that the Federal Direct Consolidation Loan we are applying for will be cancelled only If both of us qualify for cancellation. We 
further understand that we may postpone repayment of the loan only If we provide ED with written requests that confirm Federal Direct 
Consolidation Loan Program deferment or forbearance eligibility for both of us at the same time. 


I UNDERSTAND THAT THIS IS A FEDERAL LOAN THAT I MUST REPAY. 

gjiM ■y-zf-gy 

Signature of Borrower 


Date 


Signature of Spouse(if consolidating jointly) 


Date 


https://loanconsolidation,ed.gov/app_entry_application/servlet/wae.appentry,PrintConfirmServlet?Button_Pres„. 4/12/2004 
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Off. of Postsecondary Educ., Education 

Loan under the procedures specified In 
§685.220. 

(Authority: 20 U.S.C. 1087a et seq., 1091a) 

[64 FR 58965, Nov. 1, 1999, as amended at 65 
FR 65629, Nov. 1, 2000] 

§ 685.202 Charges for which Direct 
Loan Program borrowers are re¬ 
sponsible. 

(a) Interest —(1) Interest rate for Direct 
Subsidized Loans and Direct Unsubsidized 
Loans, (i) Loans first disbursed before 
July 1, 1995. During all periods, the in¬ 
terest rate during any twelve-month 
period beginning on July 1 and ending 
on June 30 is determined on the June 1 
immediately preceding that period. 
The interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 3.1 percentage 
points, but does not exceed 8.25 per¬ 
cent. 

(ii) Loans first disbursed on or after 
July 1, 1995 and before July 1, 1998. (A) 
During the in-school, grace, and 
deferment periods. The interest rate dur¬ 
ing any twelve-month period beginning 
on July 1 and ending on June 30 is de¬ 
termined on the June 1 immediately 
preceding that period. The Interest 
rate is equal to the bond equivalent 
rate of 91-day Treasury bills auctioned 
at the final auction held prior to that 
June 1 plus 2.5 percentage points, but 
does not exceed 8.25 percent. 

(B) During all other periods. The inter¬ 
est rate during any twelve-month pe¬ 
riod beginning on July 1 and ending on 
June 30 is determined on the June 1 im¬ 
mediately preceding that period. The 
interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 3.1 percentage 
points, but does not exceed 8.25 per¬ 
cent. 

(iii) Loans first disbursed on or after 
July 1, 1998. (A) During the in-school, 
grace, and deferment periods. The inter¬ 
est rate during any twelve-month pe¬ 
riod beginning on July 1 and ending on 
June 30 is determined on the June 1 im¬ 
mediately preceding that period. The 
interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 1.7 percentage 


§685.202 

points, but does not exceed 8.25 per¬ 
cent. 

(B) During all other periods. The inter¬ 
est rate during any twelve-month pe¬ 
riod beginning on July 1 and ending on 
June 30 is determined on the June 1 im¬ 
mediately preceding that period. The 
interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 2.3 percentage 
points, but does not exceed 8.25 per¬ 
cent. 

(2) Interest rate for Direct PLUS Loans. 
(i) Loans first disbursed before July 1, 
1998. (A) Interest rates for periods ending 
before July I, 2001. During all periods, 
the Interest rate during any twelve- 
month period beginning on July 1 and 
ending on June 30 is determined on the 
June 1 preceding that period. The in¬ 
terest rate is equal to the bond equiva¬ 
lent rate of 52-week Treasury bills auc¬ 
tioned at the final auction held prior to 
that June 1 plus 3.1 percentage points, 
but does not exceed 9 percent. 

(B) Interest rates for periods beginning 
on or after July 1, 2001. During all peri¬ 
ods, the interest rate during any 
twelve-month period beginning on July 
1 and ending on June 30 is determined 
on the June 26 preceding that period. 
The Interest rate is equal to the week¬ 
ly average 1-year constant maturity 
Treasury yield, as published by the 
Board of Governors of the Federal Re¬ 
serve System, for the last calendar 
week ending on or before that June 26 
plus 3.1 percentage points, but does not 
exceed 9 percent. 

(ii) Loans first disbursed on or after 
July 1, 1998. During all periods, the in¬ 
terest rate during any twelve-month 
period beginning on July 1 and ending 
on June 30 is determined on the June 1 
preceding that period. The interest 
rate is equal to the bond equivalent 
rate of 91-day Treasury bills auctioned 
at the final auction held prior to that 
June 1 plus 3.1 percentage points, but 
does not exceed 9 percent. 

(3) Interest rate of Direct Consolidation 
Loans, (i) Interest rate for Direct Sub¬ 
sidized Consolidation Loans and Direct 
Unsubsidized Consolidation Loans. (A) 
Loans first disbursed before July 1, 1995. 
The interest rate is the rate estab¬ 
lished for Direct Subsidized Loans and 
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§685.202 

Direct Unsubsidized Loans in para¬ 
graph (a)(l)(i) of this section. 

(B) Loans first disbursed on or after 
July 1, 1995 and before July 1, 1998. The 
interest rate is the rate established for 
Direct Subsidized Loans and Direct Un¬ 
subsidized Loans in paragraph (a){l)(ii) 
of this section. 

(C) Loans for which the first disburse¬ 
ment is made on or after July 1, 1998 and 
prior to October 1, 1998, and loans for 
which the disbursement is made on or 
after October 1, 1998 for which the con¬ 
solidation application was received by the 
Secretary before October 1, 1998. The in¬ 
terest rate is the rate established for 
Direct Subsidized Loans and Direct Un¬ 
subsidized Loans in paragraph (a)(l)(iii) 
of this section. 

(D) Loans for which the consolidation 
application is received by the Secretary on 
or after October 1, 1998 and before Feb¬ 
ruary 1, 1999. During all periods, the in¬ 
terest rate during any twelve-month 
period beginning on July 1 and ending 
on June 30 is determined on the June 1 
immediately preceding that period. 
The interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 2.3 percentage 
points, but does not exceed 8.25 per¬ 
cent. 

(E) Loans for which the consolidation 
application is received by the Secretary on 
or after February 1, 1999. During all peri¬ 
ods, the interest rate is based on the 
weighted average of the interest rates 
on the loans being consolidated, round¬ 
ed to the nearest higher one-eighth of 
one percent, but does not exceed 8.25 
percent. 

(ii) Interest rate for Direct PLUS Con¬ 
solidation Loans. (A) Loans first dis¬ 
bursed before July 1, 1998. The interest 
rate is the rate established for Direct 
PLUS Loans in paragraph (a)(2)(i) of 
this section. 

(B) Loans for which the first disburse¬ 
ment is made on or after July 1, 1998 and 
prior to October 1, 1998, and loans for 
which the disbursement is made on or 
after October 1, 1998 for which the con¬ 
solidation application was received by the 
Secretary before October 1, 1998. The in¬ 
terest rate is the rate established for 
Direct PLUS Loans in paragraph 

(a)(2)(ii) of this section. 


34 CFR Ch. VI (7-1-01 Edition) 

(C) Loans for which the consolidation 
application is received by the Secretary on 
or after October 1, 1998 and before Feb¬ 
ruary 1,1999. During all periods, the in¬ 
terest rate during any twelve-month 
period beginning on July 1 and ending 
on June 30 is determined on the June 1 
immediately preceding that period. 
The interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 2.3 percentage 
points, but does not exceed 8.25 per¬ 
cent. 

(D) Loans for which the consolidation 
application is received by the Secretary on 
or after February 1, 1999. During all peri¬ 
ods, the interest rate is based on the 
weighted average of the interest rates 
on the loans being consolidated, round¬ 
ed to the nearest higher one-eighth of 
one percent, but does not exceed 8.25 
percent. 

(b) Capitalization. (1) The Secretary 
may add unpaid accrued interest to the 
borrower’s unpaid principal balance. 
This increase in the principal balance 
of a loan is called “capitalization.” 

(2) For a Direct Unsubsidized Loan or 
a Direct Unsubsidized Consolidation 
Loan that qualifies for a grace period, 
the Secretary capitalizes the unpaid in¬ 
terest that accrues on the loan when' 
the borrower enters repayment. 

(3) Notwithstanding § 685.208(g)(5) and 
§ 685.209(d)(3), for a Direct Loan not eli¬ 
gible for Interest subsidies during peri¬ 
ods of deferment, and for all Direct 
Loans during periods of forbearance, 
the Secretary capitalizes the unpaid in¬ 
terest that has accrued on the loan 
upon the expiration of the deferment or 
forbearance. 

(4) Except as provided in paragraph 
(b)(3) of this section and in 
§685.208(g)(5), and § 685.209(d)(3), the 
Secretary annually capitalizes unpaid 
interest when the borrower is paying 
under the alternative or income con¬ 
tingent repayment plans and the bor¬ 
rower’s scheduled payments do not 
cover the interest that has accrued on 
the loan. 

(5) The Secretary may capitalize un¬ 
paid interest when the borrower de¬ 
faults on the loan. 

(c) Loan fee for Direct Subsidized, Di¬ 
rect Unsubsidized, and Direct PLUS 
Loans. The Secretary— 
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Off. of Postsecondary Educ., Education 

(1) (i) Charges a borrower a loan fee 
not to exceed four percent of the prin¬ 
cipal amount of the loan on a Direct 
Subsidized or Direct Unsubsidized 
Loan; and 

(ii) Charges a borrower a loan fee of 
four percent of the principal amount of 
the loan on a Direct PLUS Loan. 

(2) Deducts the loan fee from the pro¬ 
ceeds of the loan; 

(3) In the case of a loan disbursed in 
multiple installments, deducts a pro 
rated portion of the fee from each dis¬ 
bursement; and 

(4) Applies to a borrower’s loan bal¬ 
ance the portion of the loan fee pre¬ 
viously deducted from the loan that is 
attributable to any portion of the loan 
that is— 

(1) Bepald or returned within 120 days 
of disbursement, unless— 

(A) The borrower has no Direct Loans 
in repayment status and has requested, 
in writing, that the repaid or returned 
funds be used for a different purpose; or 

(B) The borrower has a Direct Loan 
in repayment status, in which case the 
payment is applied in accordance with 
§ 685.211(a) unless the borrower has re¬ 
quested, in writing, that the repaid or 
returned funds be applied as a cancella¬ 
tion of all or part of the loan; or 

(ii) Returned by a school in order to 
comply with the Act or with applicable 
regulations. 

(d) Late charge. (1) The Secretary 
may require the borrower to pay a late 
charge of up to six cents for each dollar 
of each installment or portion thereof 
that is late under the circumstances 
described in paragraph (d)(2) of this 
section. 

(2) The late charge may be assessed if 
the borrower fails to pay all or a por- 


§685.203 

tlon of a required installment pajrment 
within 30 days after it is due. 

(e)(1) Collection charges before default. 
Notwithstanding any provision of 
State law, the Secretary may require 
that the borrower or any endorser pay 
costs incurred by the Secretary or the 
Secretary’s agents in collecting in¬ 
stallments not paid when due. These 
charges do not include routine collec¬ 
tion costs associated with preparing 
letters or notices or with making per¬ 
sonal contacts with the borrower (e.g., 
local and long-distance telephone 
calls). 

(2) Collection charges after default. If a 
borrower defaults on a Direct Loan, the 
Secretary assesses collection costs on 
the basis of 34 CFR 30.60. 

(Authority: 20 U.S.C. 1087a et seg., 1091a) 

[59 FR 61690, Dec. 1, 1994, as amended at 61 
FR 29900, June 12, 1996; 62 FR 63434, Nov. 28, 
1997; 64 FR 46254, Aug. 24, 1999; 66 FR 34765, 
June 29, 2001] 

§ 685.203 Loan limits. 

(a) Direct Subsidized Loans. (1) In the 
case of an undergraduate student who 
has not successfully completed the 
first year of a program of under¬ 
graduate education, the total amount 
the student may borrow for any aca¬ 
demic year of study under the Federal 
Direct Stafford/Ford Loan Program in 
combination with the Federal Stafford 
Loan Program may not exceed the fol¬ 
lowing: 

(i) $2,625 for a program of study of at 
least a full academic year in length. 

(ii) For a one-year program of study 
with less than a full academic year re¬ 
maining, the amount that is the same 
ratio to $2,625 as the— 


Number of semester, trimester, quarter, or clock hours enrolled 
Number of semester, trimester, quarter, or clock hours in academic year. 


(iii) For a program of study that is 
less than a full academic year in 


length, the amount that is the same 
ratio to $2,625 as the lesser of the— 
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the terms and conditions of both Direct 
Consolidation Loans and the types of 
loans that may be consolidated. 

(2) Once the applicant has submitted 
the completed application and promis¬ 
sory note to the Servicer, the Sec¬ 
retary makes the Direct Consolidation 
Loan under the procedures specified in 
§685.220. 

(Authority; 20 U.S.C. 1087a et seg., 1091a) 

[64 FR 58965, Nov. 1, 1999, as amended at 65 
FR 65629, Nov. 1, 2000] 

§ 685.202 Charges for which Direct 
Loan Program borrowers are re¬ 
sponsible. 

(a) Interest —(1) Interest rate for Direct 
Subsidized Loans and Direct Unsubsidized 
Loans, (i) Loans first disbursed before 
July 1, 1995. During all periods, the in¬ 
terest rate during any twelve-month 
period beginning on July 1 and ending 
on June 30 is determined on the June 1 
immediately preceding that period. 
The interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 3.1 percentage 
points, but does not exceed 8.25 per¬ 
cent. 

(li) Loans first disbursed on or after 
July 1, 1995 and before July 1, 1998. (A) 
During the in-school, grace, and 
deferment periods. The interest rate dur¬ 
ing any twelve-month period beginning 
on July 1 and ending on June 30 is de¬ 
termined on the June 1 immediately 
preceding that period. The interest 
rate is equal to the bond equivalent 
rate of 91-day Treasury bills auctioned 
at the final auction held prior to that 
June 1 plus 2.5 percentage points, but 
does not exceed 8.25 percent. 

(B) During all other periods. The inter¬ 
est rate during any twelve-month pe¬ 
riod beginning on July 1 and ending on 
June 30 is determined on the June 1 im¬ 
mediately preceding that period. The 
interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 3.1 percentage 
points, but does not exceed 8,25 per¬ 
cent. 

(iii) Loans first disbursed on or after 
July 1, 1998. (A) During the in-school, 
grace, and deferment periods. The inter¬ 
est rate during any twelve-month pe¬ 
riod beginning on July 1 and ending on 


June 30 is determined on the June 1 im¬ 
mediately preceding that period. The 
interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 1.7 percentage 
points, but does not exceed 8.25 per¬ 
cent. 

(B) During all other periods. The inter¬ 
est rate during any twelve-month pe¬ 
riod beginning on July 1 and ending on 
June 30 is determined on the June 1 im¬ 
mediately preceding that period. The 
interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 2.3 percentage 
points, but does not exceed 8.25 per¬ 
cent. 

(2) Interest rate for Direct PLUS Loans. 
(i) Loans first disbursed before July 1, 
1998. (A) Interest rates for periods ending 
before July 1, 2001. During all periods, 
the interest rate during any twelve- 
month period beginning on July 1 and 
ending on June 30 is determined on the 
June 1 preceding that period. The in¬ 
terest rate is equal to the bond equiva¬ 
lent rate of 52-week Treasury bills auc¬ 
tioned at the final auction held prior to 
that June 1 plus 3.1 percentage points, 
but does not exceed 9 percent. 

(B) Interest rates for periods beginning 
on or after July 1, 2001. During all peri¬ 
ods, the interest rate during any 
twelve-month period beginning on July 
1 and ending on June 30 is determined 
on the June 26 preceding that period. 
The interest rate is equal to the week¬ 
ly average 1-year constant maturity 
Treasury yield, as published by the 
Board of Governors of the Federal Re¬ 
serve System, for the last calendar 
week ending on or before that June 26 
plus 3.1 percentage points, but does not 
exceed 9 percent. 

(ii) Loans first disbursed on or after 
July 1, 1998. During all periods, the in¬ 
terest rate during any twelve-month 
period beginning on July 1 and ending 
on June 30 is determined on the June 1 
preceding that period. The interest 
rate is equal to the bond equivalent 
rate of 91-day Treasury bills auctioned 
at the final auction held prior to that 
June 1 plus 3.1 percentage points, but 
does not exceed 9 percent. 
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(3) Interest rate of Direct Consolidation 
Loans —(i) Interest rate for Direct Sub¬ 
sidized Consolidation Loans and Direct 
Unsubsidized Consolidation Loans. (A) 
Loans first disbursed before July 1, 1995. 
The interest rate is the rate estab¬ 
lished for Direct Subsidized Loans and 
Direct Unsubsidized Loans in para¬ 
graph (a)(l)(i) of this section. 

(B) Loans first disbursed on or after 
July 1, 1995 and before July 1, 1993. The 
interest rate is the rate established for 
Direct Subsidized Loans and Direct Un¬ 
subsidized Loans in paragraph (a)(l)(ii) 
of this section. 

(C) Loans for which the first disburse¬ 
ment is made on or after July 1, 1998 and 
prior to October 1, 1998, and loans for 
which the disbursement is made on or 
after October 1, 1998 for which the con¬ 
solidation application was received by the 
Secretary before October 1, 1998. The in¬ 
terest rate is the rate established for 
Direct Subsidized Loans and Direct Un¬ 
subsidized Loans in paragraph (a)(l)(iii) 
of this section. 

(D) Loans for which the consolidation 
application is received by the Secretary on 
or after October 1, 1998 and before Feb¬ 
ruary 1, 1999. During all periods, the in¬ 
terest rate during any twelve-month 
period beginning on July 1 and ending 
on June 30 is determined on the June 1 
immediately preceding that period. 
The interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 2.3 percentage 
points, but does not exceed 8.25 per¬ 
cent. 

(E) Loans for which the consolidation 
application is received by the Secretary on 
or after February 1, 1999. During all peri¬ 
ods, the interest rate is based on the 
weighted average of the interest rates 
on the loans being consolidated, round¬ 
ed to the nearest higher one-eighth of 
one percent, but does not exceed 8.25 
percent. 

(ii) Interest rate for Direct PLUS Con¬ 
solidation Loans. (A) Loans first dis¬ 
bursed before July 1, 1998. The interest 
rate is the rate established for Direct 
PLUS Loans in paragraph (a)(2)(i) of 
this section. 

(B) Loans for which the first disburse¬ 
ment is made on or after July 1, 1998 and 
prior to October 1, 1998, and loans for 
which the disbursement is made on or 


after October 1, 1993 for which the con¬ 
solidation application was received by the 
Secretary before October 1, 1998. The in¬ 
terest rate is the rate established for 
Direct PLUS Loans in paragraph 

(a) (2)(ii) of this section. 

(C) Loans for which the consolidation 
application is received by the Secretary on 
or after October 1, 1998 and before Feb¬ 
ruary 1, 1999. During all periods, the in¬ 
terest rate during any twelve-month 
period beginning on July 1 and ending 
on June 30 is determined on the June 1 
immediately preceding that period. 
The interest rate is equal to the bond 
equivalent rate of 91-day Treasury bills 
auctioned at the final auction held 
prior to that June 1 plus 2.3 percentage 
points, but does not exceed 8.25 per¬ 
cent. 

(D) Loans for which the consolidation 
application is received by the Secretary on 
or after February 1,1999. During all peri¬ 
ods, the interest rate is based on the 
weighted average of the interest rates 
on the loans being consolidated, round¬ 
ed to the nearest higher one-eighth of 
one percent, but does not exceed 8.25 
percent. 

(b) Capitalization. (1) The Secretary 
may add unpaid accrued interest to the 
borrower’s unpaid principal balance. 
This increase in the principal balance 
of a loan is called “capitalization.” 

(2) For a Direct Unsubsidized Loan or 
a Direct Unsubsidized Consolidation 
Loan that qualifies for a grace period, 
the Secretary capitalizes the unpaid in-- 
terest that accrues on the loan when 
the borrower enters repayment. 

(3) Notwithstanding § 685.208(g)(5) and 
§ 685.209(d)(3), for a Direct Loan not eli¬ 
gible for interest subsidies during peri¬ 
ods of deferment, and for all Direct 
Loans during periods of forbearance, 
the Secretary capitalizes the unpaid in¬ 
terest that has accrued on the loan 
upon the expiration of the deferment or 
forbearance. 

(4) Except as provided in paragraph 

(b) (3) of this section and in 
§ 685.208(g)(5), and § 685.209(d)(3), the 
Secretary annually capitalizes unpaid 
interest when the borrower is paying 
under the alternative or income con¬ 
tingent repayment plans and the bor¬ 
rower’s scheduled payments do not 
cover the interest that has accrued on 
the loan. 
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(5) The Secretary may capitalize un¬ 
paid interest when the borrower de¬ 
faults on the loan. 

(c) Loan fee for Direct Subsidized, Di¬ 
rect Unsubsidized, and Direct PLUS 
Loans. The Secretary— 

(1) (i) Charges a borrower a loan fee 
not to exceed four percent of the prin¬ 
cipal amount of the loan on a Direct 
Subsidized or Direct Unsubsidized 
Loan; and 

(ii) Charges a borrower a loan fee of 
four percent of the principal amount of 
the loan on a Direct PLUS Loan, 

(2) Deducts the loan fee from the pro¬ 
ceeds of the loan; 

(3) In the case of a loan disbursed in 
multiple installments, deducts a pro 
rated portion of the fee from each dis¬ 
bursement; and 

(4) Applies to a borrower’s loan bal¬ 
ance the portion of the loan fee pre¬ 
viously deducted from the loan that is 
attributable to any portion of the loan 
that is— 

(i) Repaid or returned within 120 days 
of disbursement, unless— 

(A) The borrower has no Direct Loans 
in repayment status and has requested, 
in writing, that the repaid or returned 
funds be used for a different purpose; or 

(B) The borrower has a Direct Loan 
in repayment status, in which case the 
payment is applied in accordance with 
§ 685.211(a) unless the borrower has re¬ 
quested, in writing, that the repaid or 
returned funds be applied as a cancella¬ 
tion of all or part of the loan; or 

(ii) Returned by a school in order to 
comply with the Act or with applicable 
regulations. 

(d) Late charge. (1) The Secretary 
may require the borrower to pay a late 
charge of up to six cents for each dollar 
of each installment or portion thereof 
that is late under the circumstances 
described in paragraph (d)(2) of this 
section. 


-8 File(j 09/13/19 Page 3 of 3 

§685.203 

(2) The late charge may be assessed if 
the borrower fails to pay all or a por¬ 
tion of a required installment payment 
within 30 days after it is due. 

(e)(1) Collection charges before default. 
Notwithstanding any provision of 
State law, the Secretary may require 
that the borrower or any endorser pay 
costs incurred by the Secretary or the 
Secretary’s agents in collecting in¬ 
stallments not paid when due. These 
charges do not include routine collec¬ 
tion costs associated with preparing 
letters or notices or with making per¬ 
sonal contacts with the borrower (e.p., 
local and long-distance telephone 
calls). 

(2) Collection charges after default. If a 
borrower defaults on a Direct Loan, the 
Secretary assesses collection costs on 
the basis of 34 CPR 30.60. 

(Authority: 20 U.S.C. 1087a et seg., 1091a) 

[59 FR 61690, Dec. 1, 1994, as amended at 61 
FR 29900, June 12, 1996; 62 FR 63434, Nov. 28, 
1997; 64 PR 46254, Aug. 24, 1999; 66 FR 34765, 
June 29, 2001] 

§ 685.203 Loan limits. 

(a) Direct Subsidized Loans. (1) In the 
case of an undergraduate student who 
has not successfully completed the 
first year of a program of under¬ 
graduate education, the total amount 
the student may borrow for any aca¬ 
demic year of study under the Federal 
Direct Stafford/Pord Loan Program in 
combination with the Federal Stafford 
Loan Program may not exceed- the fol¬ 
lowing: 

(i) $2,625 for a program of study of at 
least a full academic year in length. 

(ii) For a one-year program of study 
with less than a full academic year re¬ 
maining, the amount that is the same 
ratio to $2,625 as the— 


Number of semester, trimester, quarter, or clock hours enrolled 
Number of semester, trimester, quarter, or clock hours in academic, year. 


(iii) For a program of study that is 
less than a full academic year in 


length, the amount that is the same 
ratio to $2,625 as the lesser of the— 
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(2) If a borrower does not select a re¬ 
payment plan, the Secretary des¬ 
ignates the standard repayment plan 
described in § 685.208(b) for the bor¬ 
rower. 

(b) Changing repayment plans. (1) A 
borrower may change repayment plans 
at any time after the loan has entered 
repayment by notifying the Secretary. 
However, a borrower who is repaying a 
defaulted loan under the income con¬ 
tingent repayment plan under 
§685.211(c)(3)(li) may not change to an¬ 
other repayment plan unless— 

(1) The borrower was required to and 
did make a payment under the income 
contingent repayment plan in each of 
the prior three (3) months; or 

(li) The borrower was not required to 
make payments but made three reason¬ 
able and affordable payments in each 
of the prior three months; and 

(iii) The borrower makes and the Sec¬ 
retary approves a request to change 
plans. 

(2) (i) A borrower may not change to a 
repayment plan that has a maximum 
repayment period of less than the num¬ 
ber of years the loan has already been 
in repayment, except that a borrower 
may change to the income contingent 
repayment plan at any time. 

(ii) If a borrower changes plans, the 
repayment period is the period pro¬ 
vided under the borrower’s new repay¬ 
ment plan, calculated from the date 
the loan initially entered repayment. 
However, if a borrower changes to the 
income contingent repayment plan, the 
repayment period is calculated as de¬ 
scribed in § 685.209(c)(4). 

(Authority: 20 U.S.C. 1087a et seg.) 

[59 FR 61690, Dec. 1, 1994, as amended at 65 
FR 65629, Nov. 1, 2000] 

§685.211 Miscellaneous repayment 
provisions. 

(a) Payment application and prepay¬ 
ment. (1) The Secretary applies any 
payment first to any accrued charges 
and collection costs, then to any out¬ 
standing interest, and then to out¬ 
standing principal. 

(2) A borrower may prepay all or part 
of a loan at any time without penalty. 
If a borrower pays any amount in ex¬ 
cess of the amount due, the excess 
amount is a prepayment. 


§685.211 

(3) If a prepayment equals or exceeds 
the monthly repayment amount under 
the borrower’s repayment plan, the 
Secretary— 

(1) Applies the prepaid amount ac¬ 
cording to paragraph (a)(1) of this sec¬ 
tion; 

(ii) Advances the due date of the next 
payment unless the borrower requests 
otherwise; and 

(iii) Notifies the borrower of any re¬ 
vised due date for the next payment. 

(4) If a prepayment is less than the 
monthly repayment amount, the Sec¬ 
retary applies the prepayment accord¬ 
ing to paragraph (a)(1) of this section. 

(b) Repayment incentives. To encour¬ 
age on-time repayment, the Secretary 
may reduce the interest rate for a bor¬ 
rower who repays a loan under a sys¬ 
tem or on a schedule that meets re¬ 
quirements specified by the Secretary. 

(c) Refunds and returns of title IV, 
HEA program funds from schools. The 
Secretary applies any refund or return 
of title IV, HEA program funds that 
the Secretary receives from a school 
under §668.22 against the borrower’s 
outstanding principal and notifies the 
borrower of the refund or return. 

(d) Default. (1) Acceleration. If a bor¬ 
rower defaults on a Direct Loan, the 
entire unpaid balance and accrued in¬ 
terest are immediately due and pay¬ 
able. 

(2) Collection charges. If a borrower 
defaults on a Direct Loan, the Sec¬ 
retary assesses collection charges in 
accordance with § 685.202(e). 

(3) Collection of a defaulted loan, (i) 
The Secretary may take any action au¬ 
thorized by law to collect a defaulted 
Direct Loan including, but not limited 
to, filing a lawsuit against the bor¬ 
rower, reporting the default to na¬ 
tional credit bureaus, requesting the 
Internal Revenue Service to offset the 
borrower’s Federal income tax refund, 
and garnishing the borrower’s wages. 

(ii) If a borrower defaults on a Direct 
Subsidized Loan, a Direct Unsubsidized 
Loan, a Direct Unsubsidized Consolida¬ 
tion Loan or a Direct Subsidized Con¬ 
solidation Loan, the Secretary may 
designate the income contingent re¬ 
payment plan for the borrower. 

(e) Ineligible borrowers. (1) The Sec¬ 
retary determines that a borrower is 
ineligible if, at the time the loan was 
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made and without the school’s or the 
Secretary’s knowledge, the borrower 
(or the student on whose behalf a par¬ 
ent borrowed) provided false or erro¬ 
neous information or took actions that 
caused the borrower or student— 

(1) To receive a loan for which the 
borrower is wholly or partially ineli¬ 
gible; 

(ii) To receive Interest benefits for 
which the borrower was ineligible; or 

(iii) To receive loan proceeds for a pe¬ 
riod of enrollment for which the bor¬ 
rower was not eligible. 

(2) If the Secretary makes the deter¬ 
mination described in paragraph (e)(1) 
of this section, the Secretary sends an 
ineligible borrower a demand letter 
that requires the borrower to repay 
some or all of a loan, as appropriate. 
The demand letter requires that within 
30 days from the date the letter is 
mailed, the borrower repay any prin¬ 
cipal amount for which the borrower is 
ineligible and any accrued interest, in¬ 
cluding interest subsidized by the Sec¬ 
retary, through the previous quarter. 

(3) If a borrower fails to comply with 
the demand letter described in para¬ 
graph (e)(2) of this section, the bor¬ 
rower is in default on the entire loan. 

(4) A borrower may not consolidate a 
loan under §685.220 for which the bor¬ 
rower is wholly or partially ineligible. 

(f) Rehabilitation of defaulted loans. A 
defaulted Direct Loan is rehabilitated 
if the borrower makes 12 consecutive 
on-time, reasonable, and affordable 
monthly payments. The amount of 
such a payment is determined on the 
basis of the borrower’s total financial 
circumstances. If a defaulted loan is re¬ 
habilitated, the Secretary instructs 
any credit bureau to which the default 
was reported to remove the default 
from the borrower’s credit history. 

(Authority: 20 U.S.C. 1087a et seg.) 

[59 FR 61690, Dec. 1, 1994, as amended at 64 
FR 57961, Oct. 27, 1999; 64 FR 59043, Nov. 1, 
1999; 65 FR 65629, Nov. 1, 2000; 66 FR 34765, 
June 29, 2001] 

§685.212 Discharge of a loan obliga¬ 
tion. 

(a) Death. (1) If a borrower (or the 
student on whose behalf a parent bor¬ 
rowed a Direct PLUS Loan) dies, the 
Secretary discharges the obligation of 
the borrower and any endorser to make 
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any further payments on the loan 
based on an original or certified copy 
of the borrower’s (or student’s in the 
case of a Direct PLUS loan) death cer¬ 
tificate. 

(2) If an original or certified copy of 
the death certificate is not available, 
the Secretary discharges the loan only 
based on other reliable documentation 
that establishes, to the Secretary’s sat¬ 
isfaction, that the borrower (or stu¬ 
dent) has died. The Secretary dis¬ 
charges a loan based on documentation 
other than an original or certified copy 
of the death certificate only under ex¬ 
ceptional circumstances and on a case- 
by-case basis. 

(b) Total and permanent disability. (1) 
If the Secretary receives acceptable 
documentation that a borrower has be¬ 
come totally and permanently dis¬ 
abled, the Secretary discharges the ob¬ 
ligation of the borrower and any en¬ 
dorser to make any further payments 
on the loan. 

(2) Except as provided in paragraph 
(b)(3)(i) of this section, a borrower is 
not considered totally and perma¬ 
nently disabled based on a condition 
that existed at the time the borrower 
applied for the loan unless the bor¬ 
rower’s condition substantially dete¬ 
riorated after the loan was made so as 
to render the borrower totally and per¬ 
manently disabled. 

(3) (i) For a Direct Consolidation 
Loan, a borrower is considered totally 
and permanently disabled if he or she 
would be considered totally and perma¬ 
nently disabled under paragraphs (b) (1) 
and (2) of this section for all of the 
loans that were included in the Direct 
Consolidation Loan if those loans had 
not been consolidated. 

(ii) For the purposes of discharging a 
loan under paragraph (b)(3)(i) of this 
section, provisions in paragraphs (b) (1) 
and (2) of this section apply to each 
loan included in the Direct Consolida¬ 
tion Loan, even if the loan is not a Di¬ 
rect Loan Program loan. 

(iii) If requested, a borrower seeking 
to discharge a loan obligation under 
paragraph (b)(3)(i) of this section must 
provide the Secretary with the dis¬ 
bursement dates of the underlying 
loans. 

(c) Bankruptcy. If a borrower’s obliga¬ 
tion to repay a loan is discharged in 
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(B) Pails to renew written consent 
upon the expiration of the five-year pe¬ 
riod for consent; or 

(C) Withdraws consent and does not 
select another repayment plan. 

(v) If a borrower defaults and the 
Secretary designates the income con¬ 
tingent repayment plan for the bor¬ 
rower but the borrower fails to provide 
the required written consent, the Sec¬ 
retary mails a notice to the borrower 
establishing a repayment schedule for 
the borrower. 

(Approved by the Office of Management and 
Budget under control number 1845-0021) 

(Authority: 20 U.S.C. 1087a et seq.) 

[59 FR 66134, Dec. 22, 1994, as amended at 60 
FR 33345, June 28, 1995; 60 FR 61823, Dec. 1, 
1995; 61 FR 24447, May 15, 1996; 61 FR 31359, 
June 19, 1996; 64 FR 29183, May 28, 1999; 64 FR 
58972, Nov. 1, 1999] 

§ 685.210 Choice of repayment plan. 

(a) Initial selection of a repayment 
plan. (1) Before a Direct Loan enters 
into repayment, the Secretary provides 
the borrower a description of the avail¬ 
able repayment plans and requests the 
borrower to select one. A borrower may 
select a repayment plan before the loan 
enters repayment by notifying the Sec¬ 
retary of the borrower’s selection in 
writing. 

(2) If a borrower does not select a re¬ 
payment plan, the Secretary des¬ 
ignates the standard repayment plan 
described in § 685.208(b) for the bor¬ 
rower. 

(b) Changing repayment plans. (1) A 
borrower may change repayment plans 
at any time after the loan has entered 
repayment by notifying the Secretary. 
However, a borrower who is repaying a 
defaulted loan under the Income con¬ 
tingent repayment plan under 
§685.211(d)(3)(ii) may not change to an¬ 
other repayment plan unless— 

(i) The borrower was required to and 
did make a payment under the income 
contingent repayment plan in each of 
the prior three (3) months; or 

(ii) The borrower was not required to 
make payments but made three reason¬ 
able and affordable payments in each 
of the prior three months; and 

(iii) The borrower makes and the Sec¬ 
retary approves a request to change 
plans. 


(2)(1) A borrower may not change to a 
repayment plan that has a maximum 
repayment period of less than the num¬ 
ber of years the loan has already been 
in repayment, except that a borrower 
may change to the income contingent 
repayment plan at any time. 

(ii) If a borrower changes plans, the 
repayment period is the period pro¬ 
vided under the borrower’s new repay¬ 
ment plan, calculated from the date 
the loan initially entered repayment. 
However, if a borrower changes to the 
income contingent repayment plan, the 
repayment period is calculated as de¬ 
scribed in § 685.209(c)(4). 

(Authority: 20 U.S.C. 1087a et seq.) 

[59 FR 61690, Dec. 1, 1994, as amended at 65 
FR 65629, Nov. 1. 2000; 68 FR 75430, Dec. 31, 
2003] 

§685.211 Miscellaneous repayment 
provisions. 

(a) Payment application and prepay¬ 
ment. (1) The Secretary applies any 
payment first to any accrued charges 
and collection costs, then to any out¬ 
standing interest, and then to out¬ 
standing principal. 

(2) A borrower may prepay all or part 
of a loan at any time without penalty. 
If a borrower pays any amount in ex¬ 
cess of the amount due, the excess 
amount is a prepayment. 

(3) If a prepayment equals or exceeds 
the monthly repayment amount under 
the borrower’s repayment plan, the 
Secretary— 

(i) Applies the prepaid amount ac¬ 
cording to paragraph (a)(1) of this sec¬ 
tion; 

(ii) Advances the due date of the next 
payment unless the borrower requests 
otherwise; and 

(iii) Notifies the borrower of any re¬ 
vised due date for the next payment. 

(4) If a prepayment is less than the 
monthly repayment amount, the Sec¬ 
retary applies the prepayment accord¬ 
ing to paragraph (a)(1) of this section. 

(b) Repayment incentives. To encour¬ 
age on-time repayment, the Secretary 
may reduce the interest rate for a bor¬ 
rower who repays a loan under a sys¬ 
tem or on a schedule that meets re¬ 
quirements specified by the Secretary. 

(c) Refunds and returns of title IV, 
HEA program funds from schools. The 
Secretary applies any refund or return 
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of title IV, HEA program funds that 
the Secretary receives from a school 
under §668.22 against the borrower’s 
outstanding principal and notifies the 
borrower of the refund or return. 

(d) Default. (1) Acceleration. If a bor¬ 
rower defaults on a Direct Loan, the 
entire unpaid balance and accrued in¬ 
terest are immediately due and pay¬ 
able. 

(2) Collection charges. If a borrower 
defaults on a Direct Loan, the Sec¬ 
retary assesses collection charges in 
accordance with § 685.202(e). 

(3) Collection of a defaulted loan, (i) 
The Secretary may take any action au¬ 
thorized by law to collect a defaulted 
Direct Loan Including, but not limited 
to, filing, a lawsuit against the bor¬ 
rower, reporting the default to na¬ 
tional credit bureaus, requesting the 
Internal Revenue Service to offset the 
borrower’s Federal income tax refund, 
and garnishing the borrower’s wages. 

(ii) If a borrower defaults on a Direct 
Subsidized Loan, a Direct Unsubsidized 
Loan, a Direct Unsubsidized Consolida¬ 
tion Loan or a Direct Subsidized Con¬ 
solidation Loan, the Secretary may 
designate the income contingent re¬ 
payment plan for the borrower. 

(e) Ineligible borrowers. (1) The Sec¬ 
retary determines that a borrower is 
ineligible if, at the time the loan was 
made and without the school’s or the 
Secretary’s knowledge, the borrower 
(or the student on whose behalf a par¬ 
ent borrowed) provided false or erro¬ 
neous information or took actions that 
caused the borrower or student— 

(1) To receive a loan for which the 
borrower is wholly or partially ineli¬ 
gible; 

(ii) To receive interest benefits for 
which the borrower was ineligible; or 

(iii) To receive loan proceeds for a pe¬ 
riod of enrollment for which the bor¬ 
rower was not eligible. 

(2) If the Secretary makes the deter¬ 
mination described in paragraph (e)(1) 
of this section, the Secretary sends an 
ineligible borrower a demand letter 
that requires the borrower to repay 
some or all of a loan, as appropriate. 
The demand letter requires that within 
30 days from the date the letter is 
mailed, the borrower repay any prin¬ 
cipal amount for which the borrower is 
ineligible and any accrued interest, in¬ 


cluding interest subsidized by the Sec¬ 
retary, through the previous quarter. 

(3) If a borrower fails to comply with 
the demand letter described in para¬ 
graph (e)(2) of this section, the bor¬ 
rower is in default on the entire loan. 

(4) A borrower may not consolidate a 
loan under §685.220 for which the bor¬ 
rower is wholly or partially ineligible. 

(f) Rehabilitation of defaulted loans. (1) 
A defaulted Direct Loan, except for a 
loan on which a judgment has been ob¬ 
tained, is rehabilitated if the borrower 
makes 12 consecutive, on-time, reason¬ 
able, and affordable monthly pay¬ 
ments. The amount of such a payment 
is determined on the basis of the bor¬ 
rower’s total financial circumstances. 
If a defaulted loan is rehabilitated, the 
Secretary instructs any credit bureau 
to which the default was reported to 
remove the default from the borrower’s 
credit history. 

(2) A defaulted Direct Loan on which 
a judgment has been obtained may not 
be rehabilitated. 

(Authority; 20 U.S.C. 1087a et seg.) 

[59 PR 61690, Dec. 1, 1994, as amended at 64 
PR 57961, Oct. 27, 1999; 64 PR 59043, Nov. 1, 
1999; 65 PR 65629, Nov. 1, 2000; 66 PR 34765, 
June 29, 2001: 67 PR 67081, Nov. 1, 2002] 

§685.212 Discharge of a loan obliga¬ 
tion. 

(a) Death. (1) If a borrower (or the 
student on whose behalf a parent bor¬ 
rowed a Direct PLUS Loan) dies, the 
Secretary discharges the obligation of 
the borrower and any endorser to make 
any further payments on the loan 
based on an original or certified copy 
of the borrower’s (or student’s in the 
case of a Direct PLUS loan) death cer¬ 
tificate. 

(2) If an original or certified copy of 
the death certificate is not available, 
the Secretary discharges the loan only 
based on other reliable documentation 
that establishes, to the Secretary’s sat¬ 
isfaction, that the borrower (or stu¬ 
dent) has died. The Secretary dis¬ 
charges a loan based on documentation 
other than an original or certified copy 
of the death certificate only under ex¬ 
ceptional circumstances and on a case- 
by-case basis. 

(3) In the case of a Direct PLUS Con¬ 
solidation Loan that repaid a Direct 
PLUS Loan or a Federal PLUS Loan 
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